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This report presents the results of our review to determine the number of taxpayers that
made erroneous claims on the “Other payments from:” line of the U.S. Individual Income
Tax Return (Form 1040), the reasons for these claims, and any changes needed in
Internal Revenue Service (IRS) forms and instructions, processing procedures, or
computer programs to help prevent future erroneous claims and any associated
refunds. We initiated this audit based on information provided by the IRS Frivolous Filer
Unit located at the Ogden, Utah, IRS Campus.® While screening tax returns for other
issues, employees in this Unit identified Forms 1040 for which taxpayers were receiving
(or were scheduled to receive) erroneous refunds of estimated tax payments or other
payments they had made. These erroneous refunds ranged from about $5,000 to over
$144,000.

In summary, we found that the misreporting of estimated tax payments and other
payments as refundable credits on Form 1040 is not widespread. However, it can and
has resulted in some significant erroneous refundable credits. The largest refundable
credit in a sample of tax returns included in our review was $40,000. In most of the
cases in our sample, the erroneous refundable credit exceeded the amount of tax owed
and resulted in the taxpayer receiving an erroneous refund.

! The data processing arm of the IRS. The campuses process paper and electronic submissions, correct errors, and
forward data to the Computing Centers for analysis and posting to taxpayer accounts

2 Many of the cases identified by the Frivolous Filer Unit did not appear in our review because the returns involved
were not for the same tax years as those included in our sample.



We identified two potential reasons why these erroneous entries were made by
taxpayers and/or went uncorrected by the IRS. First, the “Payments” section of

Form 1040 and the corresponding instructions, which have been in effect for over

10 years, may be confusing to some taxpayers. The “Other payments from:” line on the
Form 1040 is not intended for claiming payments; it is intended for claiming refundable
credits. This may confuse some taxpayers because they are looking for a line on which
to report payments they have made or are making with their tax returns. Additionally,
the section of the Form 1040 where the line is placed combines refundable credits and
payments, which may also confuse taxpayers. Second, current IRS processing
procedures designed to authenticate claims for refundable credits were not consistently
followed and need improvements to identify returns with erroneous amounts on the
“Other payments from:” line.

We recommended the Director, Tax Forms and Publications, Wage and Investment
(W&I) Division, change the title of the “Other payments from:” line on Form 1040 to
more accurately reflect that the line is for claiming certain refundable credits (and not for
claiming payments to the IRS) and change instructions for this line to clarify that it is not
for claiming payments made to the IRS. We also recommended the Director,
Submission Processing, W&I Division, ensure employees are aware of and follow
instructions for properly processing claims for refundable credits and change the
instructions for researching taxpayer accounts when trying to resolve unsubstantiated
claims for refundable credits. We estimated these corrective actions would result in
revenue protection of approximately $3.9 million over 5 years.

Management’s Response: IRS management generally agreed with the issues
presented in our report and did agree with the outcome to be realized by taking
corrective actions. Management disagreed with two of our three specific
recommendations but agreed to take a different corrective action. IRS management
agreed with our recommendation to improve IRS employees’ awareness of the reported
situation and took immediate corrective action. Management did not agree to change
the title of the Form 1040 “Other payments from:” line or to specifically state in the
Form 1040 instructions that the line is not for claiming estimated tax payments or any
other payments made to the IRS. However, management did agree to add clarification
to the Form 1040 instructions for this line to reinforce that it is to be used only for
payments or credits resulting from those forms specified. Management’'s complete
response to the draft report is included as Appendix VII.

Office of Audit Comment: We believe the IRS’ alternative corrective action should
reasonably suffice to reduce the number of taxpayer errors.

Copies of this report are also being sent to the IRS managers affected by the report
recommendations. Please contact me at (202) 622-6510 if you have questions or
Richard Dagliolo, Acting Assistant Inspector General for Audit (Small Business and
Corporate Programs), at (631) 654-6028.
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Changes to Processing Procedures and Line Descriptions on the Form 1040

Would Reduce Erroneous Claims for Some Refundable Credits

Background

Taxpayers must pay Federal income taxes throughout the
year as income is earned. Generally, they pay their income
taxes through one of two methods. If the taxpayers are
employees, their employers most likely withhold income
taxes from their earnings and remit the withheld amounts to
the Internal Revenue Service (IRS). If the taxpayers do not
pay their taxes through withholding, they generally are
required to pay estimated tax payments throughout the year.
People who are self-employed generally pay their taxes this
way.

Estimated tax payments post to taxpayers’ accounts on the
IRS Master File' and are applied (along with any withheld
taxes and refundable credits?) to the tax liabilities reported
on the taxpayers’ U.S. Individual Income Tax Returns
(Form 1040). If the amounts of estimated tax payments,
withholding, and refundable credits are greater than the tax
liabilities, the differences are refunded to the taxpayers.

The “Payments” section of the Form 1040 (see Appendix V
for Tax Year [TY] 2003 and Appendix VI for TY 2004) has
a line for taxpayers to enter the amount of their estimated
tax payments when computing the amount of tax they owe
(line 62 for TY 2003 and line 64 for TY 2004 returns).
However, because the amounts paid as estimated tax
payments have already posted to the taxpayers’ accounts,
the estimated tax payments are applied against the
taxpayers’ tax liabilities regardless of whether the taxpayers
record the payments on the Forms 1040.

This same section of the Form 1040 also has a line entitled
“Other payments from:” (line 67 for TY 2003 and line 69
for TY 2004). This line was created for taxpayers to claim
certain refundable credits. The line has check boxes for
taxpayers to indicate they are claiming the following
refundable credits: 1) Notice to Shareholder of

! The IRS database that stores various types of taxpayer account
information. This database includes individual, business, and employee
plans and exempt organizations data.
2 Tax credits may be either refundable or nonrefundable.
Nonrefundable credits are limited to the amount of tax owed.
Refundable credits are not limited to the amount of tax. If the credit
exceeds the amount of tax owed, the difference is refunded to the
taxpayer.
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Undistributed Long-Term Capital Gains (Form 2439),

2) Credit for Federal Tax Paid on Fuels (Form 4136), and
3) Health Coverage Tax Credit (Form 8885). In addition, a
number of other “write-in” refundable credits such as Claim
of Right Credits or Credits for Tax-Free Covenant Bonds
may be claimed on this line by identifying the credit in the
margin of the return and attaching applicable schedules (if
required).

Any amount reported on this line creates a specific
transaction that posts a credit to the taxpayer’s account; the
credit is applied against any tax liability reported on the
taxpayer’s Form 1040. The IRS computers define the
transaction as a Generated Refundable Credit Allowance,
Transaction Code (TC) 766. If the amount of the refundable
credit is greater than the tax liability, the difference is
refunded to the taxpayer.

The IRS Frivolous Filer Unit in Ogden, Utah, identified
Forms 1040 for which taxpayers were receiving (or were
scheduled to receive) erroneous refunds® of estimated tax
payments or other payments they had made.* These
erroneous refunds ranged from about $5,000 to over
$144,000.°

After reviewing a sample of these returns, we determined
the taxpayers were making a line entry error by entering
estimated tax payments or certain other payments on the
“Other payments from:” line instead of the line on which
they should have been reported, resulting in the taxpayers
receiving credit twice for the same payments.

® For the purpose of our review, we considered a refund to be erroneous
if the refund was issued to the taxpayer in error and not recovered by the
IRS.
* The returns identified by the Frivolous Filer Unit did not meet the IRS
criteria to be considered “frivolous” and so would not normally be
identified or worked in the Frivolous Returns Program. The erroneous
refundable credits that result in an erroneous refund and are identified
by the Frivolous Filer Unit are referred to the IRS Examination Division
for recovery of the erroneous refund.
® Many of the cases identified by the Frivolous Filer Unit did not appear
in our sample because the returns involved were not for the same tax
years as those included in our sample.
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Some Erroneous Refunds Could
Be Avoided by Changing
Certain Line Items on

Form 1040 and Related
Processing Practices

We initiated a review to determine the extent of this
problem, its cause, and changes needed to prevent the
generation of these erroneous refundable credits.

This review was performed at the Frivolous Filer Unit at the
Ogden, Utah, IRS Campus® and the Error Resolution and
Code and Edit Offices at the Fresno, California, IRS
Campus during the period May through December 2004,
using tax return information filed nationwide. The audit
was conducted in accordance with Government Auditing
Standards. Detailed information on our audit objectives,
scope, and methodology is presented in Appendix I. Major
contributors to the report are listed in Appendix I1.

The misreporting of estimated tax payments and other
payments as refundable credits on Form 1040 is not
widespread. However, it can and has resulted in some
significant erroneous refundable tax credits. The largest
credit in our sample was about $40,000 and the largest
credit in our identified population was over $98,000. In
most of the cases in our sample, the erroneous refundable
credit exceeded the amount of tax owed and resulted in the
taxpayer receiving an erroneous refund. Fortunately, the
IRS can take some relatively easy steps to minimize or
eliminate this problem.

Using computer analyses, we identified 703 TY 2002 and
TY 2003 individual income tax returns that met the
following criteria:

e The tax return had an amount on the “Other
payments from:” line.

e The associated tax account on the Master File had a
TC 766 for $100 or more.”

e The tax account showed some combination of
payments made by the taxpayer equaling the amount
of the TC 766.

® The data processing arm of the IRS. The campuses process paper and
electronic submissions, correct errors, and forward data to the
Computing Centers for analysis and posting to taxpayer accounts.

" We established this figure as part of the criteria for our audit tests; it is
not an IRS threshold amount.
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We reviewed a statistical sample of 134 of these tax returns

and determined that 70 (52 percent) had erroneous entries of
at least $500 on the “Other payments from:” line that should
have been corrected.

Further analysis of these tax returns indicated that taxpayers
(or their tax preparers) were responsible for the erroneous
entries on 63 of the 70 returns, and IRS employees had
incorrectly entered data into IRS computers on the other

7 returns. In many cases, we determined that the amounts
entered in error by taxpayers were actually one or more
estimated tax payments they had made to the IRS. Other
erroneous entries on the “Other payments from:” line
included credit card payments made by taxpayers to pay
their tax liabilities, remittances included with returns, and
payments made with requests for extensions of time to file
returns. Twenty-one percent of the 70 erroneous tax returns
were prepared by paid preparers.

We identified two potential reasons why these erroneous
entries were made or went uncorrected by the IRS.

The “Payments” section of Form 1040 and the
corresponding instructions may be confusing to some

taxpayers

The title of the line “Other payments from:” may be
misleading. Although the purpose of the line is for
reporting refundable credits, taxpayers may consider it a
catchall line on which to enter any payment for which the
taxpayer cannot find an appropriate line on the tax return.
This is compounded by the fact the Form 1040 has no place
to record a payment (credit card, check, or cash) made with
the tax return.

Instructions for the “Other payments from:” line contain one
sentence that guides the taxpayer to “Check the box(es) to
report any credit from Form 2439, 4136, or 8885.” If the
taxpayer has made a prior payment or is making a payment
with the return and is looking for a line on the return to
place the amount of the payment, he or she could
misinterpret the instruction as meaning, ‘If you have a credit
from one or more of these forms check the box(es). If you
have another payment not from one of these forms, place the
amount on this line and do not check any of the boxes.” The
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instructions do not tell the taxpayer that other payments
cannot be placed on the “Other payments from:” line. In
some instances, we found taxpayers placing amounts on the
“Other payments from:” line, leaving the boxes unchecked,
and indicating the source of the payment (e.g., “credit card,”
“prepaid tax,” “1040-V, etc.).

IRS processing practices allow erroneous entries to go
uncorrected

Current procedures require IRS employees to identify
during initial processing tax returns on which taxpayers
enter amounts on the “Other payments from:” line that
exceed a certain amount but do not indicate the type of
credit claimed and/or do not attach other forms required to
claim the credit. In most cases, employees are instructed to
correspond with these taxpayers to determine the reason for
the entry on the “Other payments from:” line. The returns
and associated tax accounts included in our sample showed
no indication the required correspondence was sent.

During processing, IRS computers identify for further
review by IRS employees all tax returns with an entry on the
“Other payments from:” line that are not claiming fuel tax
credits or are claiming fuel tax credits for amounts different
from the amounts the computer calculates. If taxpayers are
claiming one of the other credits listed on the “Other
payments from:” line and have attached the appropriate
form, IRS employees are instructed to allow the credit.
Also, if taxpayers have entered any of the acceptable
“write-in” credits in the margin, IRS employees are
instructed to allow the credit(s). In some cases, we found
IRS employees allowing the credit as long as the taxpayer
entered anything in the margin. For example, as discussed
earlier, we identified instances in which IRS employees
accepted amounts on the “Other payments from:” line, with
no boxes checked, and entries in the margins of “credit
card,” “prepaid tax,” or “1040-V.”

In some instances, the amount on the “Other payments
from:” line is more than the threshold amount specified in
the IRS processing instructions, and the taxpayer has not

8 A Payment Voucher (Form 1040-V) is a statement a taxpayer sends
with a remittance for any balance due on Form 1040.
Page 5
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checked a box indicating which credit he or she is taking or
entered one of the acceptable “write-in” credits in the
margin. In these cases, IRS employees are instructed to
research the taxpayer’s accounts for a payment amount
matching the amount on the “Other payments from:” line. If
the employees find such a payment, the entry on the “Other
payments from:” line is to be moved to the correct line of
the tax return. Because the instructions are to look for a
single payment rather than one or more payments, IRS
employees were missing some of the erroneous entries. We
found that 24 percent of the 70 erroneous entries on the
“Other payments from:” line in our sample were actually a
combination of 2 or more payments made by taxpayers. On
the other hand, if the amounts entered on the “Other
payments from:” line are less than the threshold amount, the
IRS employees are instructed to take steps to allow the
entries with no further research.

The confusion created by the Form 1040 and the problems
with IRS processing resulted in erroneous refundable credits
on 70 of the 134 tax returns in our sample.’ Based on the
results of our sample, we estimate 366 of the 703 tax returns
meeting our sample criteria contained inaccurate entries on
the “Other payments from:” line of Form 1040 for

TYs 2002 and 2003, resulting in erroneous refundable
credits of over $1.5 million (see Appendix IV). The average
amount of the erroneous refundable credits in our sample
was $4,275 and the largest was about $40,000. The largest
resulting erroneous refund in our sample was over $14,000,
and the largest erroneous refund in our identified population
was over $65,000. These figures include only those
taxpayers that met our specific criteria. It is reasonable to
assume that many other taxpayers made these errors or were
confused by the “Other payments from:” line, but their
returns did not meet our criteria or their entries on the
“Other payments from:” line fell below the IRS’ threshold
amount.

® The IRS Frivolous Filer Unit had identified and reversed the erroneous
refundable credit on 8 of the 70 returns.
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Recommendations

1. The Director, Tax Forms and Publications, Wage and
Investment (W&I) Division, whose mission is to create
and improve tax forms, instructions, publications and
other documents to help taxpayers understand and meet
their tax responsibilities, should change the title of the
“Other payments from:” line on Form 1040 to more
accurately reflect that this line is for claiming other
refundable credits and not for claiming payments made
to the IRS.

Management’s Response: IRS management agreed
conditionally with this recommendation. The
Commissioner, W&I Division, believes the current title for
Form 1040 line 69 is descriptive of the intended use.
However, the Director, Media and Publications, W&l
Division, will add clarification to the instructions for this
line to reinforce that it is to be used only for payments or
credits resulting from the forms listed or specified in the
instructions.

Office of Audit Comment: We believe the IRS’ alternative
corrective action should reasonably suffice to reduce the
number of taxpayer errors.

2. The Director, Tax Forms and Publications, W&I
Division, should state in the instructions for the
refundable credit lines on Form 1040, or in a reminder
on the Form itself, that these lines are NOT for claiming
estimated tax payments or any other payments made to
the IRS.

Management Response: IRS management does not believe
the instructions should be revised to state what not to
include on Form 1040 line 69 because it could lead
taxpayers to assume that, if the list of what not to include is
limited, then there are unlisted items that can be included.
However, as stated in management’s response to
Recommendation 1, the Director, Media and Publications,
W&I Division, will add clarification to the instructions for
this line to reinforce that it is to be used only for payments
or credits resulting from the forms listed or specified in the
instructions.
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Office of Audit Comment: We believe the IRS’ alternative
corrective action for Recommendation 1 should reasonably
suffice to reduce the number of taxpayer errors and address
this recommendation.

3. The Director, Submission Processing, W&I Division,
whose responsibility is providing oversight for the
processing of paper and electronic individual returns and
related payments and refunds, should:

e Ensure employees follow instructions to correspond
with taxpayers who claim refundable credits but do
not indicate a form to which the credit applies.

e Ensure employees are aware of the acceptable
“write-in” credits and accept only those specified.

e Change processing instructions to require employees
researching taxpayer accounts for amounts claimed
on the “Other payments from:” line to look for a
payment or combination of payments equaling the
amount claimed as a refundable credit.

Management’s Response: The Director, Submission
Processing, W&aI Division, has issued clarifying instructions
to Submission Processing function employees highlighting
the requirements to initiate the required correspondence to
taxpayers claiming the credit without indicating the source.
The clarifying instructions also delineate the credits that are
acceptable and advise employees researching the amounts
on Form 1040 line 69 to be mindful that the amounts
claimed may be a combination of payments.
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Appendix |

Detailed Objectives, Scope, and Methodology

The overall objectives of this review were to determine the number of taxpayers that made
erroneous claims on the “Other payments from:” line of the U.S. Individual Income Tax Return
(Form 1040), the reasons for these claims, and any changes needed in Internal Revenue Service
(IRS) education, processing, or computer programming to help prevent future erroneous claims
and any associated refunds.

To accomplish our objectives, we:

l. Identified and evaluated controls to determine whether they were functioning properly to
identify and stop erroneous refunds issued as a result of erroneous claims for refundable
credits on the “Other payments from:” line of the Form 1040.

A. Reviewed the Internal Revenue Manual procedures for handling returns with
additional payments entered on the “Other payments from:” line without checking
one of the three boxes indicating the source of the payment.

B. Determined whether the controls in place at the time of the review should have
stopped the generation of the duplicate credits.

C. Interviewed employees in the Frivolous Filer Unit at the IRS Ogden Campus* and
employees in the Code and Edit, Data Conversion, and Error Resolution functions at
the IRS Fresno Campus.

D. Obtained available documentation for claims for erroneous refundable credits that
were identified by the Frivolous Filer Unit, determined what control breakdowns
allowed these refunds to be issued, and reviewed the claims for trends or similar
characteristics.

E. Determined whether control procedures had been changed to prevent similar
breakdowns from occurring.

F. Determined the extent to which erroneous claims for refundable credits were
processed by the IRS during Tax Years (TY) 2002 and 2003.

1. Prepared computer requests to identify erroneous refundable credits that posted to
the IRS Master File? from TYs 2002 and 2003. To do this, we identified tax
returns that met the following criteria:

! The data processing arm of the IRS. The campuses process paper and electronic submissions, correct errors, and
forward data to the Computing Centers for analysis and posting to taxpayer accounts.
% The IRS database that stores various types of taxpayer account information. This database includes individual,
business, and employee plans and exempt organizations data.
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a) The tax return had an amount on the “Other payments from:” line.

b) The associated tax account on the Master File had a Transaction Code
(TC) 766° for $100 or more.*

c) The tax account showed some combination of payments made by the taxpayer
equaling the amount of the TC 766.

2. To verify the data we received met our criteria, researched 31 accounts on the IRS
Integrated Data Retrieval System (IDRS)® to confirm the data in the database were
accurate.

3. Examined a statistical sample® of 134 of the 703 taxpayers that were identified in
our computer analysis. The sample was selected using a 95 percent confidence
level, 30 percent expected error rate, and a precision of +7 percent. We ordered
and reviewed the tax returns and researched the accounts on the IDRS to
determine the cause of the erroneous refundable credit.

Il. Reviewed the Form 1040 and the associated instructions to determine whether the Form
and/or instructions may be confusing to taxpayers, causing them to place the amount for
estimated tax and/or other payments on the wrong line of the return.

A. Reviewed the Form 1040 “Other payments from:” line to determine whether the Form
provides adequate information about the amounts that should appear on the line.

B. Reviewed Form 1040 instructions to determine whether they clearly inform taxpayers
where to place estimated tax or other payments on the return.

¥ Any amount reported on the “Other payments from:” line of Form 1040 creates a specific transaction that posts a
credit to the taxpayer’s account; the credit is applied against any tax liability reported on the taxpayer’s Form 1040.
The IRS computers call the transaction a Generated Refundable Credit Allowance (TC 766).
* We established this figure as part of the criteria for our audit tests; it is not an IRS threshold amount.
® IRS computer system capable of retrieving or updating stored information; it works in conjunction with a
taxpayer’s account records.
® A statistical sample was used to allow us to project our sample result over our identified population.
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Appendix Il

Major Contributors to This Report
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Kyle R. Andersen, Audit Manager

Robert M. Jenness, Acting Audit Manager

W. George Burleigh, Lead Auditor

Lisa M. Stoy, Senior Auditor

James Adkisson, Information Technology Specialist
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Appendix IV

Outcome Measures

This appendix presents detailed information on the measurable impact that our recommended
corrective actions will have on tax administration. This benefit will be incorporated into our
Semiannual Report to the Congress.

Type and Value of Outcome Measure:

e Revenue Protection — Potential; $3.9 million over 5 years in erroneous refundable credits on
366 taxpayer returns (see page 3).

Methodology Used to Measure the Reported Benefit:

Using computer programs, we identified 703 Tax Year (TY) 2002 and 2003 taxpayer returns on
the Internal Revenue Service (IRS) Individual Master File' that met the following criteria:

e The U.S. Individual Income Tax Return (Form 1040) had an amount on the “Other payments
from:” line.

e The associated tax account on the Master File had a Transaction Code (TC) 7662 for $100 or
more.?

e The tax account showed some combination of payments made by the taxpayer equaling the
amount of the TC 766.

We selected a statistical sample of 134 accounts from the population of 703 accounts. Our
sample size was determined based on a 95 percent confidence level, an expected error rate of
30 percent, and a precision of +7 percent. Of the 134 returns we reviewed, 70 received
erroneous refundable credits. The average erroneous credit for the 70 returns reviewed was
$4,275 per return. When this average amount was projected to 52 percent of the population of
703, it resulted in $1,564,650 in erroneous refundable credits generated on taxpayers’ accounts
for TYs 2002 and 2003. Therefore, over 5 years the erroneous refundable credits would total
$3,911,625. We estimate the number of returns affected for TYs 2002 and 2003 totaled 366.

! The IRS database that stores various types of taxpayer account information. This database includes individual,
business, and employee plans and exempt organizations data.
2 Any amount reported on the “Other payments from:” line of Form 1040 creates a specific transaction that posts a
credit to the taxpayer’s account; the credit is applied against any tax liability reported on the taxpayer’s Form 1040.
The IRS computers call the transaction a Generated Refundable Credit Allowance (TC 766).
® We established this figure as part of the criteria for our audit tests; it is not an IRS threshold amount.
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Appendix V

age 2 of U.S Individual Income Tax Return (2004)

Farm 1040 [2004) Page 2
Tax and 37 Amount from line 356 (adjusted gross income) . | Now w om W m w m w 37
Credits 384 Check { [0 You were bom before January 2, 1840, [ Blind.} Total boxes A
if: (] Spouse was born before January 2, 1940, [ Biind. | checked > 38a s |
Standard b I ywmwn‘mmamwm arynumadua! stalus ahen, see page 31 and check here - 38b O
:nr— b :39 i deductions (from S le A} or your standard deduction (see laft margin) . . 39
40  Sublract ine 39 from line 37 , . . . o ow o 40
® People who ‘
checked any |4 If line 37 is $107,025 or lass, multiply $3, 100 hy the lolal number ot exemptions clamed on
gg: :‘%‘gsm line 6d. If kine 37 is over $107,025, see the worksheet on page 33 . 5
whocanbe |42 Taxable income. Subtract ine 41 from line 40. If line 41 is more than line 40, entar -u-
camed a2 143 Tax ses page 03). Check i any taxs fom: a [ Form(s) 8814 b [ Form 4072 :
see page 31. | 44  Alternative minimum tax (see page 35). Attach Form 8251 , . . . . . . . . . i
® Allothers: |45 Addlmesd43and 44, | | oo m b B wiw o W o !
Single or 46  Foreign tax credit. Attach Form 1115 |1' requlred [ 48
2:;’;'::?&;‘:‘9 47  Credit for child and dependent care axpenses. Attach Form 2441 47
54,850 48  Credit for the elderly or the disabled. Attach Schedule R
Married filng | 49 Education credits. Attach Form 8863, . |48
&";’}"y:"g 50 Reti savings butions credit. Attach Form ssan ;
widowier), |51 Child tax credit (see page37) . . . . . . . . . . |51
$8,700 |52 Adoption credit. Attach Formgaza . . . . . . . . |52
Head of . |53 Creditsfrom: a [JForm 8396 b [ Form 8659 . e
§7.150 |54 Other credits. Check applicable boxies): a [J Form 3800
i b (JFomesor o [ specity _ .. Lse &
55  Add lines 46 through 54, These are your total credits |, NN 55
56  Subftract line 55 from ling 45, If line 55 iz more than lina 45, cnler G— oy w o 56
Other 57  Self-employ tax. Attach leSE . . . . R -1
Taxes 58  Social security and Medicare tax on 1ip income not reported to umplayar Attach Form 4137 . . |58
58  Additional tax on IRAs, other qualfied retirement plans, etc. Attach Form 5329 if required | 59
60  Advance earmned Income credit payments from Formis) W-2 , . . . . . . . . . 60
61 Housshold employment taxes. Attach ScheduleH . . . . . . . . . . . . |81
62  Add hines 56 through 61. Thisisyourtotaltax . . . . . . . . . . . . » 62
63 Federal income tax withheld from Forms W-2 and 1088 , , |63
64 2004 estimated tax payments and amount applied from 2003 retum |64
65a Eamed income credit (EIC) , | { 55@ !
b Nontaxable combat pay electicn P> |_._|—|_ ¥ i
66  Excess social security and tier 1 RRTA tax withheld (see page 54) 68
67  Additional child tax credit. Attach Form 8812 . . . . 67
68  Amount paic with request for extension to file (see page 54] 68
| 68 Otner payments fom:a | Form 2439 b [] Fom 2136 ¢ [] Form sees |, || 69 aif
4 70 Add lines 63, 64, 65a, and 66 through 69. These are your total s w im e
Refund 71 If ine 70 is more than line 62, subtract line 82 from line 70. This is the amount you paid
Direct deposit? 728 Amount of line 71 you want refundedtoyou . . . . . . . . . . . ., . W
Seepage 34 » b Routing number » ¢ Type: [ Crecing [ Savings
m f:_"‘;r;?zg > Account number ' TT T TTT]
Amauni of ine 71 you want applied to your 2005 estimatedtax _» | 73 | |
Amount 74  Amount you owe. Subtract ine 70 from line 62. For cetails on how to pay, see page 55 »
You Owe 75 Estimated tax penalty seepage55) . . . . . . . . | 75| ]
Third Party Do you want to allow ancther person to discuss this retum with the IRS {see page 56)7 [] Yes. Complete the funnwmg O Ne
H |
Designee w2} i RO e, [T
sign lsl:s;r é::ﬂaltles of perjury, | declare that | have examined this return and and fo the best of my knowledge and
ey are true, comrect, and complete. Declaration of preparer (other than Innam is based on .-ul Infgrmation of which praparer has any knowledge.
.ll-ll)i:rrslurn? Your signature Date Your ococupaticn Daytime phone numbear
See page 17. ( )
g?_efmicopy Spouse's signature. If a joint retum, both must sign. | Date Spousa’s occupation
records, = e
Paid . Z;’:i:tm“} ‘ Date —— Praparars SSN ar PTIN
Preparer's ——- rameor Ten
Use Only o o o e [ Pronens.__ ()

Form 1040 2004
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Changes to Processing Procedures and Line Descriptions on the Form 1040
Would Reduce Erroneous Claims for Some Refundable Credits

Appendix VI

Page 2 of U.S Individual Income Tax Return (2003)

Form 1040 {2003} Page 2
Tax and 35  Amount from line 34 {adjusted gross income) . . st e e e R—
Credits  ¥° Check { [ You were born before January 2, a3, O Blm.} Total baxes
Serdard if: [0 spouse was born before January 2, 1938, [J Biind. | checked » 36a
Deduction b If you are married filing separately and your spouse itemizes deductions, or /
for— you were a dual-status alien, see page 34 and check here . » 3sb [
® Peaple who 37  Itemized deductions (rom Scheduie A) or your standard deduction (see left margin] . i
;g‘,’f;ﬁ‘f,f;‘* 38 Subtractline 37 fromline 35 . . . . . . [
iﬁ%‘aﬁy 39 Iffine 35 is $104,625 or less, multiply $3,050 by the total number uf ewmplmns claimed on
| clamed as a line 6d. If fine 35 is over $104,625, see the worksheetonpage 35. . . . . . 39
| Sgg%:&':"%a 40 Taxable income. Subtract line 39 from line 38. If line 39 is more than line 38, enter 0- . |40
o Alomers: |41 Taxisee page 36). Check i any tax s from a O Formisi 8814 b [ Formagze . . . |41
i C 42 Alternative minimum tax (see page 38) Attach Form6251. . . . . . . . . . |42
Married fiing |43 Add lines 41and 42, . . S E—
5'39]',3;3‘9|)‘ 44 Foreign tax crecit. Attach Fclm ‘I‘I 16 I‘| feql.rfed EE R
Merried fing 45  Credit for child and dependent care expenses. Attach Form 2441 | 45
jointly ar 46 Credit for the elderly of the disabled. Attach Schedule R . . | 46
ﬂua*'yﬂ? 47  Education credits. Atach Form 8863 . . . N L1
‘s";?u“é'n 48 Retirement savings contributions credit. Attach Form 889’0 . |48
Head of 49 Chid taxcredit (seepage 40) . . . . . . . . . . |49
nousehold, |50  Adoption credit. Attach Form 8838 , . . . . . . . |50
i 51 Credtstom alJForm8396  b[Jformsaess. . . |51
52  Other credits. Check applicable boxles): a [ Form 3800 %
b [ Form 8801 e Specify 5wl 52
53 Add lines 44 through 52. These are your total credits . . . T T -
54  Subtract line 53 from ling 43, If ling 53 is more than line 43, enter 0- s . .. 54
Other 55  Self-employment tax. Attach Schedule SE . . . . .. |58
Taxes 56  Social security and Medicare tax on tip income not reparted to ern;irmx Anar_h Form 4137 , 56
57  Tax on quaied plans, including IRAS, and other tax-favored accounts. Attach Form 5328 if required . 57
58  Advance earmed income credit payments from Form(s)W-2. . . . . . . . . . |98
§9  Household employment taxes. Attach Schedule H . . . . . . . . . . . . [59
60  Add lines 54 through 59. This is your total tax . . . . .- 60
Payments 61 Federal income tax withheld from Forms W-2 and 1099 . . | 61
62 2003 estimated tax payments and amount appled from 2007 felun . | 62| |
Wyouhavea 63 Eamedincome credit (EIC) . . . . L
gl‘:ﬂalﬂily:‘lgch Ju Excess social security and tier 1 RRTA tax withheld Isae page 561 64
Schedule EIC. | 68 Additional child tax credit. Atach Form 8812 . . . . 85
— 66  Amount paid with request for extension to file (see page 55} 66
-9 [ 67 Other paymenis from:_a ] Form 2438 b [ Form 4736 ¢ (1 Form 65 | | 67
68 Adc lines 61 through 67, These are your total pay O S PO T A Y 68
Refund 69 If line 68 is more than line B0, sublract ine 60 from line 68. This is the amount you overpaid | 69
Direct deposn? 702 Amountof line 69 you want refunded toyou . . . . . . . . . .. . . > 1108 I
Seepage 56 p b Routing number | l 1 ] I I l_l > ¢ Type: [ Checking O savings P
ey > o tecnteuner [T T TTTTTTITTTTTIT]
71 Amount of ine 63 led o your 2004 estimatedtax » | 71 | |

Amount 72 Amount you owe. Sunuact line 8 from line 60. For details on how to pay. see page 57 &
73 Estimated tax penalty (see page 58) . | 73| |

72

Do you want to allow another person 1o discuss this return \mth the IRS (see page 5817 [] Yes. Complete the folowing, [ No

Third Party
i Designee’s Phane Personal

Desngnee name B no. > 1 sumnber (PIN] »> [ | I I [ ]
Sign Under penatties of perjury. | deciare that | have examined this retun and accempanying schedules and statements, and (o the best of my knowledge and
H g befief, they are true. correct, and complele. Declaration of preparer [other than taxpayer] is based on el information of which preparer has any knowledge.

ere

¥ i Daytime number
Joint retwn? Your signature Drate: ‘our occupation ytime phone numi
See page 20,
!‘:f&iwf’)’ Spouse’s signature, Il @ jont return, both must sign. | Date Spouse's ocoupation
records.
= . Date
Preparet’s Check if

gald _ sgaure ’ | salf-employed []

reparelr S Firm's name (or ] EIN
Use Onl y :gnreﬁs and Zﬁ’ code ] Fhone no. { }

Form 1040 (2003
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Changes to Processing Procedures and Line Descriptions on the Form 1040
Would Reduce Erroneous Claims for Some Refundable Credits

Appendix VII

Management’s Response to the Draft Report

DEPARTMENT OF THE TREASURY

INTERNAL REVENUE SERVICE RECEWED
No L ATLANTA, GA 30308
commmionsn MAY 19 2005
MAY 19 2005 — -

MEMORANDUM FOR PAMELA J. GARDINER
DEPUTY INSPECTOR GENERAL FOR AUDIT

FROM: Henry O. Lamar, Jr. M@ '3”.

Commissioner, Wage and Investment Division

SUBJECT: Draft Audit Report — Changes to Processing Procedures and
Line Descriptions on the Form 1040 Would Reduce Erroneous
Claims for Some Refundable Credits (Audit No. 200430021)

We appreciate the detailed analysis that your staff has done on this issue. We are
always interested in reviewing situations where our forms or procedures appear to
cause confusion to taxpayers. | fully agree with your conclusion that the misreporting of
estimated tax payments and other payments as refundable credits on Form 1040 is not
widespread. In fact, for Tax Years 2002 and 2003 we processed over 179 million
Forms 1040, and your computer extract identified only 703 tax returns which met your
criteria. While the volume is exceedingly small, we do want to take steps to avoid
incorrect credits.

We reviewed your recommendations for further reducing the number of incorrect credits
and agree with your suggestion to improve our employee's awareness of this situation.
We have already issued an “Alert” to our Submission Processing employees to increase
their awareness of this condition and provide instructions for the actions needed to
resolve unsupported credits shown on line 63, “Other payments from

{a) Form 2439, (b) Form 4136, and (c) Form 8885" on Form 1040 for Tax Year 2004.

We disagree with your recommendation that the instructions should be revised to state
what NOT to include on the line. This methodology could lead the taxpayers to assume
that if the list of what not to include is limited, then there are unlisted items that can be
included. In addition, it is difficult to justify substantive changes to a form that has such
high use, taxpayer familiarity, and public acceptance, merely to address errors made by
a few hundred taxpayers. We will, however, add limited clarifying language to line 69 to
state that it should only be used to show credits resulting from either the forms listed or
referenced in the instructions.
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Changes to Processing Procedures and Line Descriptions on the Form 1040
Would Reduce Erroneous Claims for Some Refundable Credits

| believe that these actions will help deter taxpayer errors and detect incorrect credits
shown on line 69. | agree with the outcome measure in Appendix IV of your report.

We will not attempt to track the potential benefits due to the cost involved and the small
annual revenue impact. Our comments to your recommendations are attached. If you
have any questions, please call me at (404) 338-7060, members of your staff may
contact David L. Medeck, Director, Customer Account Services, at (404) 338-8910.

Attachment
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Changes to Processing Procedures and Line Descriptions on the Form 1040
Would Reduce Erroneous Claims for Some Refundable Credits

Attachment

RECOMMENDATION 1 :

The Director, Tax Forms and Publications, Wage and Investment (W&I) Division, whose
mission is to create and improve tax forms, instructions, publications and other
documents to help taxpayers understand and meet their tax responsibilities, should
change the itle of the “Other payments from:” line on Form 1040 to more accurately
reflect that this line is to claim other refundable credits and not for claiming payments to
the IRS.

CORRECTIVE ACTION )

We agree conditionally with this recommendation. We believe that the current title for
line 69: “Other Payments from: (a) Form 2439, (b) Form 4136, and (c) Form 8885” is
descriptive of the intended use of this line on Form 1040. However, we will add
clarification to the instructions for this line to reinforce that it is to be used only for
payments or credils resulting from the use of these specific forms.

IMPLEMENTATION DATE
December 15, 2005

RESPONSIBLE OFFICIAL
Director, Media and Publications, Wage and Investment Division

CORRECTIVE ACTION MONITORING PLAN

The Form 1040 and its instructions are revised annually, and progress is tracked using
the Oracle database maintained by Tax Forms and Publications. The database
includes milestones during the revision cycle to ensure that the tax products are revised
timely.

RECOMMENDATION 2

The Director, Tax Forms and Publications, W&I Division should state in the instructions
for the refundable credit lines on Form 1040 or in a reminder on the form itself, that
these lines are NOT for claiming estimated tax payments or any other payments made
to the IRS.

CORRECTIVE ACTION

We disagree with this recommendation. We do nol believe the instructions should be
revised to state what NOT to include on line 69. This methodology could lead taxpayers
to assume that if the list of what not to include is limited, then there are unlisted items
that can be included. As stated in our response to Recommendation 1, we will add
clarification to the instructions for this line to reinforce that it is to be used only for
payments or credits resulting from the use of these specific forms.
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Changes to Processing Procedures and Line Descriptions on the Form 1040
Would Reduce Erroneous Claims for Some Refundable Credits

IMPLEMENTATION DATE
N/A

RESPONSIBLE OFFICIAL
N/A

CORRECTIVE ACTION MONITORING PLAN
N/A

RECOMMENDATION 3

The Director, Submission Processing, W&I Division, whose responsibility is providing
oversight for the processing of paper and electronic individual returns, and related
payments and refunds, should:

« Ensure employees follow instructions to correspond with taxpayers who claim
refundable credits but do not indicate a form to which the credit applies.

+ Ensure employees are aware of the acceptable “write-in" credits and accept
only those specified.

+ Change processing instructions to require employees researching taxpayer
accounts for the amounts claimed on the “Other payments from:" line to look
for a payment or combination of payments equaling the amount claimed as a
refundable credit.

CORRECTIVE ACTION

We agree with this recommendation. We have issued clarifying instructions to
Submission Processing employees using our “Alert” system. The “Alert” highlights the
IRM requirements to initiate the required correspondence to taxpayers claiming the
credit without indicating the source, delineates the credits that are acceptable, and
advises employees researching the amounts claimed on line 69 to be mindful that the
amount claimed may be a combination of payments.

IMPLEMENTATION DATE
Completed — March 18, 2005

'RESPONSIBLE OFFICIAL
Director, Submission Processing, W&I CAS
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